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INTRODUCTION 


I, the Chairman of the Railway Convention 
having been authorised by the Committee to present the Report on 
their behalf, present this Report. 

2 The recommendations of the Convention Committee, 1954, 
which were approved by the Lok Sabha on 16th ^ ^ , 

the Rajya Sabha on 21st December, 1954, inter aha, If^ down th^ 
a Parliamentary Committee should review the rate of divided 
wards the end of the quinquennium 1955-196(> and ®^Sgest for t 
vears following it, any adjustment considered necessary, m 
Tthe situation obtaining then. The 1954 Convention cover^ t^ 
period up to 31st March, 1960. This period was, however, extend^ 
Z one year, i.e., up to 31st March, 1961, with 

Parliamit through a Resolution passed in the Lok Sabha on 28th 
April 1959 and in the Rajya Sabha on 8th May, 1959, as it was con- 
sidered by the Railway Ministry that it would facilitate a more accu¬ 
rate appraisal of the Railways’ financial position, obligations and 
s^irresources in the context of the Plan if uture C<mjeh‘mn 
synchronised with each Plan period. A Committee of both Houses 
of Parliament was therefore constituted this yef f pursuance f 
the following Resolution adopted by the 

April, 1960 and concurred in by the Rajya Sabha on the 28th April, 
1960; 1 ‘ 

“That this House resolves that: i 

(i) A Parliamentary Committee consisting of 12 Members of 
this House to be nominated by the Speaker be appomt- 
ed to review the rate of dividend which is at present 
payable by the Railway undertaking to the General 
Revenues as well as other anciUary matters in connec¬ 
tion with the Railway Finance vis-a-vis the General 
Finance and make recommendations thereon by the 
30th November, 1960; and 


(ii) that this House recommends to the Rajya Sabha to agree 
to associate six Members from that Sabha with the 
Committee and to communicate the names of the Mem¬ 
bers so appointed to this House.” 
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3. At their first sitting held on the 14th September, 1960, the Com¬ 
mittee drew up the undermentioned list of subjects for examination 
with reference to the above Resolution and asked the Railway Board 
to furnish detailed memoranda thereon; 

(i) A review of the working of the Indian Railways during the 

six years 1955-56 to 1960-61, that is, the five year period covered 
by the Railway Convention Committee, 1954 (1955-56 to 1959-60) 

plus the one year of extension approved in Resolutions of the two 
Houses of the Parliament in April-May, 1959. 

(ii) The financial prospects of the Railway undertaking for the 
five year period 1961—66, on the basis of the present rates and fares 
and the anticipated! increase in traffic during the Third Five Year 
Plan, and whether the anticipated net revenue would be sufficient— 

(a) to meet the increased appropriation to Depreciation Fund 

annually which is becoming necessary; 

(b) to pay the dividend to General Revenues at 4 per cent 

on the steadily increasing capital-at-charge; and 

(c) to leave sufficient net surplus for credit to the Develop¬ 

ment Fund from which are financed certain works 

which are essential but not remunerative. 

(iii) Assuming that the present method, of contribution to General 
Revenues in the shape of a fixed dividend—expressed as a percentage 
inclusive of the element of interest—on the loan capital invested in 
the railway undertaking as computed annually, is to be preferred to 
any other method, whether this rate of 4 per cent on the Railways’ 
capital-at-charge payable to General Revenues requires to be revised; 
if so, what should be the revised rate and how should it be met by 
the Railways? 

Having regard to the rate of growth of the Railways’ capital-at- 
charge, what adjustments, if any, are called for in order to eliminate 
the element of over-capitalisation for the p\nrpose of working out 
the dividend payable to the General Revenues, further to those which 
were recommended by the Railway Convention Committee, 1954. 

(iv) The rate at which contribution to the Depreciation Reserve 
Fund should be made, in order to ensure that adequate funds are 
available for renewals and replacements of railway assets. 

(v) Whether any alterations in the existing rules of allocation of 
railway expenditure between Capital, Revenue, Depreciation Reserve 
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Fund and Development Fund, are considered necessary in the light of 
actual working? 

(vi) In particular, having regard to the fact that, during the period 
of the present Convention, the railway surplus has been inadequate 
to permit appropriations to the Development Fund sufficient to meet 
the charges to such Fund—with the result that existing balances have 
been wholly liquidated and a further sum has had to be borrowed 
from General Revenues—and the unlikelihood of the surplus materi¬ 
ally improving in the Third Five Year Plan period, what change is 
called for in regard to the incidence of works at present charged to 
the Development Fund and the method of financing them? 

(vii) Whether the operating loss incurred by the Railways on stra¬ 
tegic lines should be deducted from the contribution calculated for 
payment to General Revenues? 

(viii) The desirability of creating an amortisation fund. 

(ix) Whether the existing practice of expressing the rate of divi¬ 
dend in terms of a percentage on the capital-at-charge and the amount 
being paid annually through a fixed rate should continue? 

4. The Committee also directed the Financial Commissioner (Rail¬ 
ways) to furnish the following information: 

(i) The capital invested on strategic lines. 

(ii) The capital invested on the construction of quarters for the 

Railway staff and the return (house rent, etc.) therefrom 
during the last 5 years. 

(iii) Statement showing concessions given by the Railways to 

other Government Departments and Public Undertakings 
e.g., Military Tariff Rates, Reduced Tariff on Industrial 
Raw Materials, etc. 

(iv) The floating assets (stores) of the Railways. 

(v) The amount of loan received from the World Bank, the rate 

of interest payable thereon and terms and conditions of 
repayment. 

(vi) The extent of over-capitalisation on the Railways. 

(vii) The amount of passenger tax collected by the Railways 
during the years 1&58-59 and 1959-60. 
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The Committee also desired to be furnished with a note on the 
financial working of Nationalised Railways in some of the Western 
countries like U.K., Belgium, France, etc. with special reference to 
the mode of their contribution to the Exchequer. 

5. At their sittings held on the 7th and 9th November, 1960, the 
Committee considered the memoranda and information (referred to 
in paras 3 and 4 above) submitted to them by the Railway Board and 
the Financial Commissioner’s Review. After reviewing the financial 
prospects of the Railways and the pattern of relationship between the 
Railways and General Finance for the next five years the Committee 
formulated their conclusions which are set forth in Part II of this 
Report. 

6. The Committee have also examined two points as regards inter¬ 
pretation of certain matters arising out of recommendations made in 
the reports of previous Convention Committees vide Part III of this 
Report. 

7. A statement showing the summary of the principal recommen¬ 
dations of the Committee is also appended to the Report (Appendix 
III). 

8. The Committee wish* to place on record their great appreciation 
of the valuable assistance rendered to them in the course of their deli¬ 
berations by the Railway Board, the Financial Commissioner, (Rail¬ 
ways) and their staff. 



Review of the working oi^i Railways during the period 1955-56 to 1960-61 and the Financial Prospects in the 

next quinquennium 


5 


VO 

1 

o\ 

m 

CO 

rv 


m 

M 

in 

00 

00 

Os 

IH 

N 

rj 

b- 

m 



b 

N 

»n 

N 

m 

rt 








M 

Os 

*0 

1 

M 

N 

Ov 

00 

CJ 

fp 

On 

rf) 

m 

ON 

VO 

9 

On 

in 

00 

o\ 

H 

b 

ON 

m 

b 

m 

CO 

Q\ 

<0 

k 

CO 

00 

(S 

vb 

in 

cn 


0 

9 

00 


00 

cn 

cn 

in 


b 

<s 

m 

vn 


m 

M 

in 

fS 


r-- 

in 

Os 

Hi 

00 

m 

VO 

M 

N 

9 

00 

Hi 

b- 

cn 

Os 

00 

00 

in 

00 

m 

b 

N 

ON 

Ht 

M 

C-- 

0 

M 

ON 

N 

in 

ON 

(p 

N 

M 

(S 

N 


00 

ON 

vb 

M 

m 

in 

VO 

M 

0 

in 

vb 

CO 

rf 

M 

b 

Ht 

00 

VO 

On 


1> ■ 
75 ID 
^ O 

S 

4> cj ri 

C.2 § 

ti 
Q- 03 

IqS 
2 
o *-» 
^ o 


*d 

« a 


VO VO 

o o\ 


o 

Qs 


♦Annual contribution o Depreciation Reserve Fund was at Rs. 30 crores per annum prior to I955"56- 
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The Railways have met their obligations of payment of dividend 
to the General Revenues at the rate of 4 per cent prescribed by the 
Railway Convention Committee of 1954. They have also made a con¬ 
tribution at the rate of Rs. 45* crores per annum to the Depreciation 
Reserve Fund since 1955-56. To meet these obligations and to 
balance the steadily rising working expenses, the Railways had to 
raise the freight rates in this period. Even so, the net surpluses 
earned and credited to the Development Fund have proved inade¬ 
quate to meet the expenditure to be met from this Fimd and it be¬ 
came necessary to take temporary loans from General Revenuesf 
aggregating to about Rs. 33 crores in the three years 1958-59 to 
1960-61. 

10. According to a statement (Appendix I) furnished by the 
Railways showing the Financial forecast of the working of the 
Railways during the next quinquennium 1961—66 which synchro¬ 
nises with the Third Five Year Plan, the position is as follows; 

From the gross surplus of about Rs. 808 crores for the five year 
period (viz., gross traffic receipts—Rs. 2701 crores less working ex¬ 
penses Rs. 1893 crores) the Railways will have to meet— 

(i) the dividend to General Revenues, which would amount 

approximately to Rs. 364 crores if the rate of dividend 
is continued at 4% and to Rs. 387 crores if it is raised 
to 4i per cent.; 

(ii) expenditure of Rs. 60 crores on Open Line Works 

Revenue; and 

(iii) Rs. 350 crores as appropriation to the Depreciation 

Reserve Fund to cope with the anticipated level of 
withdrawals from this Fund in the Third Plan period. 

In addition, an expenditure of about Rs. 115 crores is contemplat¬ 
ed on works chargeable to the Development Fund which will have 
to be found from the net surplus. To the extent the net surplus 
available is found to be inadequate, it will be necessary to resort to 
the expedient of taking temporary loans from General Revenues. 

11. The Financial Commissioner (Railways) made the following 
specific suggestions in his Review which he placed before the 
Committee: 

(i) The annual loss in the working of strategic lines may be 
borne by General Revenues, as was being done from 

♦The Convention Committee of 1954 recommended a contribution at the rate of 
Rs. 35 crores per annum to this Fund on the basis of the forecast furnished to them by 
the Railways. 

tThis expedient had been suggested by the Convention Committee of 1954 in para 
30 of their Report. 
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1924, until partition resulted in all the then existing 
strategic Railways going to Pakistan; 

(ii) In computing the Capital-at-charge, after making adjust¬ 
ments for over-capitalisation and for new lines as 
recommended by the Railway Convention Committee, 
1954, the Capital-at-charge of the North-East Frontier 
Railway, other than the clearly strategic portions 
thereof, may be taken also as being unproductive capital 
on which interest at the average borrowing rate charge¬ 
able to the Commercial Departments may be paid and 
not the full rate of dividend; 

(iii) The appropriation to the Depreciation Reserve Fund from 

Railway Revenues may be increased from Rs. 45 crores 
per year as at present to an average of Rs. 70 crores 
per year for the 5 years 1961—66; 

(iv) (a) The present rules for allocation of Railway expendi¬ 

ture' between Capital, Revenue, Depreciation Reserve 
Fund and Development Fund may be maintained 
without alteration in the period 1960-61; 

(b) The existing provision for temporary loans from 
General Revenues to finance' the Railway Development 
Fund may continue in the next quinquennium, where- 
ever the net Railway surplus is not sufficient to meet 
the cost of works chargeable to the Railway Develop¬ 
ment Fund; 

(c) The Development Fund, besides meeting the cost of 
Labour Welfare Works and works of operating improve¬ 
ment the remunerativeness of which cannot precisely 
be determined, may include an allocation of Rs. 3- 
crores per annum for Users’ amenities as hitherto; and 

(v) The existing Passenger Tax may be merged with fares 

while requiring the Railways to make a fixed contribu¬ 
tion for the benefit of the States in the next quinquen¬ 
nial period 1961—66 based on past collections. 

The Financial Commissioner (Railways) also pointed out that, 
under the 1954 Convention Committee’s Report, only the cost of 
such new lines as were taken up for construction from 1.4.55 is 
charged to capital; the cost of new lines under construction on that 
date is allocated under the earlier provisions of the 1949 Convention 
Committee’s Report, in terms of which unremunerative new lines 
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were financed from the Development Fund. The Financial Com¬ 
missioner (Railways) suggested that, in order to liquidate the 
loans taken from General Finance for the Development Fund upto 
31.3.1961, an ad hoc adjustment may be made from Development 
Fimd to capital of the cost of all new lines under construction on 
1.4.55 hitherto charged to Development Fund; any liability still re¬ 
maining could be repaid from out of the balances in the Revenue 
Reserve Fund. 

12. The Committee deal below with the various issues raised in 
the above suggestions made by the Financial Commissioner (Rail¬ 
ways) and the Memoranda furnished by the Railway Board. 

Bate of Dividend 

13. The task primarily before the Committee was to determine 
the form and quantum of the annual contribution to be made by 
the Railways to General Revenues for the next quinquennium 1961— 
66. The experience during the 11-year period from 1.4.1950 to 
31.3.1961 has shown that the payment to General Revenues of an 
annual dividend at a fixed rate, which includes an element of con¬ 
tribution over and above interest charges has worked satisfactorily 
on the whole. Any other arrangement will mean indefiniteness 
in regard to the annual contribution which the Civil estimates could 
expect from the Railways which will not be advantageous to the 
Railways and General Revenues alike. Therejore, in the opinion 
oj the Committee, the present mode of contribution by the Railways 
to General Revenues does not call for any change in the next five 
years. 

14. As regards the rate of dividend, the rate of four per cent 
recommended by the Railway Convention Committee, 1949, was 
continued by the 1954 Convention Committee for the next quinquen¬ 
nium also having regard to the average rate of interest prevailing 
in 1954-55, viz., 3‘17% as compared to 3’18% obtaining in 1949-50. 

15. One view put forward was that keeping in view the forecast 
of the financial position of Railways for the next five years (Appen¬ 
dix I) the rate of dividend should be maintained at the existing 
figure of 4%, if not reduced. In support, it was urged that with the 
existing level of fares and freights the anticipated net railway 
surplus after paying dividend at the rate of 4% would be about 
Rs. 34 crores only which would leave a big gap to be bridged in 
order to meet the cost of works to be charged to Development Fund. 
Any increase in the rate of dividend will aggravate the situation. 
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Fiu'ther, in addition to paying dividend, the Railways as a public 
utility concern, are making indirectly sizeable contributions to 
General Revenues by way ot concessions in tariff rates to the P. &. T. 
and Defence Departmenis and to the national economy by charg¬ 
ing comparatively low tariff rates for the haulage of coal, foodgrains, 
industrial raw materials, etc. which should not be lost sight of. 
The other view was that the average rate of interest has hardened 
since 1904-55 and now stands at 3-58%. It is likely to go up still. 
Besides the interest, the dividend paid by Railways included an 
element of contribudon to General Revenues of about 0-8% in the 
past decade. General Revenues will certainly expect this contribu¬ 
tion in the next quinquennium also inasmuch as the contribution 
by Railways has been assigned a specific place in the raising of the 
resources for the Third Plan, Further, in respect of loans obtained 
specifically for the Railways from the World Bank since 1957 
(amounting to Rs. 140'5 crores) the rate of interest varied from 
5-0/8% to 8% (Appendix II). This has to be taken note of, even 
thougn technically the loans are to the Government of India and 
not to the Railways, and the Railways’ liability to the General 
Finance of the Government of India is determined by the general 
rate of dividend fixed for each quinquennium. There was, there¬ 
fore, a strong case for increasing the rate of dividend to if not 
to 4i%. Talcing into account both the view-points, the Committee 
consider that the rate of dividend to he paid by the Railways to 
General Revenues should he fixed at i‘25% during the five years 
1961—66. They also feel that certain concessions are necessary for 
easing the ways and means position of the Railways, as indicated in 
the paras that follow. 

(i) Loss on strategic lines — 

16. Prior to 1-4-1949 the interest on Capital-at-charge and the loss 
in the working of these lines was borne by General Revenues. The 
Capital-at-charge of strategic lines is at present also exempt from 
payment of dividend as accepted by the Convention Committees of 
1949 and 1954. The 1949 Committee did not touch upon the question 
of operating loss on strategic lines as there was only one such line 
xmder construction then. The 1954 Committee deferred their recom¬ 
mendations on this issue in view of the fact that the annual loss on 
such lines, then existing, was insignificant. It has been mged that 
the matter has now assumed importance as the operating losses on 
such lines are anticipated to be about Rs. 1T5 crores per annum 
during the next Plan period. The Committee accept the suggestion 
as reasonable and recommend that the annual loss on the working 
of the strategic lines should be home by the General Revenues. 
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(ii) North-East Frontier Railway — 

17. It has been urged by the Railways that the North-East Fron¬ 
tier Railway, which was created as a separate zonal administration 
in 1958 and was not being operated entirely on commercial considera¬ 
tions merits a special treatment in the matter of payment of dividend 
on the capital outlay thereon. On the lines of the principle accepted 
by the Railway Convention Committee, 1954 according to which only 
the interest equal to the average borrowing rate of the Government 
should be charged on the portion of the capital structure computed 
as representing the extent of over-capitalisation (which is not 
strictly revenue-earning capital), it has been suggested that the capi- 
tal-at-charge of the North-East Frontier Railway, other than the 
clearly strategic portion thereof, should be regarded as not wholly 
productive and only the interest at the average rate of borrowing of 
the Government should be paid thereon by the Railways to General 
Revenues. The Committee accept this suggestion and recommend 
that till such time as the line becomes productive or the next Con¬ 
vention Committee review the position, whichever is earlier, the rate 
of dividend payable on the capital-at-charge of the North-East Fron¬ 
tier Railway should he at the average borrowing rate of Government. 

Contribution to the Depreciation Reserve Fund 

18. Having regard to the expansion of the Railway undertaking 
and the then anticipated requirements of maintenance and replace¬ 
ment and renewal of assets the Convention Committee, 1954 had 
recommended an increase in the rate of contribution to the Deprecia¬ 
tion Reserve Fund from Rs. 30 to Rs. 35 crores per annum as suggest¬ 
ed by the Railways on the basis of financial forecast for the years 

1955 _60. The Second Plan was formulated in 1955 and it was 

realised by the Railways that, considering the extent of arrears of 
rehabilitation, the expenditure from the Fund would be of the order 
of Rs. 293 crores in the Second Five Year Plan period as against the 
contribution of Rs. 175 crores suggested to the Convention Committee 
1954. The contribution to the Fund was, therefore, raised from Rs. 35 
to Rs. 45 crores per annum at the beginning of 1955-56, after obtain¬ 
ing the approval of Parliament. The actual withdrawal from the 
Fund is, however, likely to be about Rs. 319 crores, i.e., 8 to 9 per 
cent higher than the amount originally anticipated. This difference, 
it has been stated, is due to the steady increase in wages and in the 
prices of materials. 

On the basis of forecast of the estimates of expenditure from the 
Fund during the Third Five Year Plan, the Railways expect that the 
expenditure on replacement of assets would be about Rs. 350 crores 
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which on the basis of the annual average during the next quinquen¬ 
nium works out to about 3.8 per cent of the average capital-at-charge. 
The Railways have accordingly suggested that the contribution to 
the Depreciation Reserve Fund should be Rs. 350 crores, i.e., at the 
average rate of Rs. 70 crores per year. The Committee consider this 
estimate based on a realistic forecast of requirements as reasonable 
and recommend that the total contribution to the Depreciation 
Reserve Fund may be Rs. 3-50 crores during the next quvnqv^nium. 

Rules of Allocation of Railway Expenditure 

19. It has been stated by the Railways that the existing rules of 
allocation of Railway expenditure between Capital, Revenue, Depre¬ 
ciation Reserve Fund and Development Fund based largely on the 
recommendations of the Railway Convention Committee, 1949 as 
amended by the Convention Committee^ 1954 in paras 24 to 28 of 
their Report were satisfactory and be retained without any modifica¬ 
tion during the next five years. 

The Committee are inclined to accept this suggestion. 

Financing of the Development Fund by means of temporary loans 

from General Revenues 

20. The Railway Convention Committee, 1954 had recommended 
in para 30 of the Report that in the event of the Development Fund 
not being in a position to meet the programme of expenditure from 
its resources, monies should be advanced from General Revenues as 
temporary loans on which the Railway should be required to pay 
interest at the average borrowing rate chargeable to commercial 
Departments. The Committee note that expenditure from the Fund 
has generally exceeded the accretion thereto and that it is expected 
to close with a deficit of Rs. 33-46 crores at the end of 1960-61. Tem¬ 
porary loans have, therefore, been taken during the years 1958-59 to 
1960-61 to wipe off this deficit. The position will continue to be so 
in the next five year period. 

It was brought to the notice of the Committee that the Comptrol¬ 
ler and Auditor General had questioned the advisability of financing 
the Development Fund by temporary loans from General Revenues. 
He had suggested that the Fimd should rely only on Revenue sur¬ 
pluses and that, therefore, the expenditure therefrom should be 
restricted to amounts available and for purposes for which the Fund 
was originally created. While the Committee appreciate the views of 
the Auditor General they doubt whether during a period of develop¬ 
ing economy it will be practicable to implement his suggestion. 
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The Committee are averse to the curtailment or limiting of 
eocpenditure on works met out of the Development Fund which in 
their opinion are as important as additions financed from Capital. 
They, therefore, see no alternative but to continue this facility 
to the Railways during the next five years also unless the net sur¬ 
plus is able to meet in full the requirements of the Development 
Fund. (See paras 22 & 23). 

The Committee, however, endorse the proposal of the Financial 
Commissioner (Railways) that the outstanding liability of the 
Development Fund to the General Finance as on 31-3-1961 should be 
liquidated in the ad hoc manner indicated in the last sub-para of 
para 11 above, so that the Railways could start on the Third Plan 
period with a clean slate in regard to this liability. 

21. They also recommend that the Railway Development Fund, 
besides meeting the cost of Labour Welfare Works, etc., should in¬ 
clude a minimum allocation of Rs. 3 crores per annum for Users* 
amenities as hitherto. 

Merger of Passenger Fare Tax in Railway Fares 

22. The Committee have recommended in paras 16 & 17 above 
that the annual loss in the working of the strategic lines may be 
borne by the General Revenues and that the capital-at-charge of the 
North-East Frontier Railway, other than the clearly strategic por¬ 
tions thereof, may be considered as unproductive capital on which 
interest at the average borrowing rate chargeable to Commercial 
Departments may be paid in place ’Of the full rate of dividend. 
The Financial Commissioner (Railways) has pointed out in his Re¬ 
view that even with this relief the increase in the net Railway sur¬ 
plus will not be appreciable. In his opinion, any substantial bridg¬ 
ing of the gap between the net Railway surplus and the needs of 
the Development Fund in the next quinquennium so as to reduce the 
quantum of temporary loans from General Revenues will be feasi¬ 
ble only if the entire proceeds of the passenger tax collection in the 
period 1961—66^—expected to be about Rs. 70 crores—can be made 
available to the Railways. In support of his contention, he has 
stated that the tax was introduced in September, 1957, when the 
results of the year 1956-57 showed a sizeable net Railway surplus 
(Rs. 20.22 crores) which had not been maintained in subsequent 
years and could not also be anticipated during the next quinquen¬ 
nium. This levy has limited the scope for raising passenger fares 
and there has, therefore, been no increase in passenger fares during 
the period 1955-61. He has, however, recognised that the State 
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Governments to whom the proceeds from this tax are distributed, 
are likely to have reckoned this source of income in computing 
their resources for the purpose of the Third Plan and has therefore, 
suggested a way out viz., that the tax at the existing rates, might 
be merged with the passenger fare from 1-4-1961 and the State 
Governments might continue to get from the Railways, through the 
General Revenues, a fixed amount in the nature of a subvention in 
the next five years based on the average annual collection in the 
period 1957—61 or on the highest collections in any of these years, 
as may be decided. The suggestion is also claimed to have the 
merit of simplifying the existing arrangement for collection andi 
accountal of the tax and the cost thereof—about Rs. 8 lakhs per 
year—^will also be saved to General Revenues. 

23. The Committee after careful examination, considered the 
above suggestion as reasonable. They therefore, recommend that 
the fixed amount payable by the Railways may be Rs. 12'50 crores 
per year during the quinquennium 1961—66 representing the average 
of the figures Rs. 12'24 crores and Rs. 12'77 crores which were the 
actual collections for the years 1958-59 and 1959-60 respectively 
which are the completed years immediately after the introduction 
of the tax during 1957-58. 


Creation of an Amortisation Fund 

24. The need for creating an Amortisation Fund and the extent 
to which the capital-at-charge of the Railways should be written 
down was considered by the Railway Convention Committee, 1954. 
"While that Committee agreed that amortisation would eventually 
be of benefit to the Railways, they were of the view that having 
regard to the tight financial position of the Railways the time was 
not yet ripe for amortisation. They suggested that this question 
might be taken up at the time of the following revision of the Con¬ 
vention. The financial forecast for the next five years shows that 
the position remains essentially the same. According to the Rail¬ 
ways the net surplus will be insufiicient even to meet the needs of 
the Development Fund during that period. 


While the Committee appreciate that the financial position of the 
Railways during the next quinquennium will not he favourable for 
the creation of an Amortisation Fund, they nevertheless feel that 
this question should not be lost sight of inasmuch as in the context 
of the repatriation of all the dollar loans, it will assume im’portange. 
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Miscellaneous 

25. Two points of interpretation arising out of recommendations 
of earlier Convention Committees were referred to this Commit¬ 
tee for clarification. 

(i) Moratorium on new lines — 

26. The Railway Convention Committee, 1954 had recommended 
in para 19 of their Report that the dividend payable to the General 
Revenues on the capital-at-charge of the new lines should be com¬ 
puted at the average borrowing rate charged to the commercial 
Departments and also that a moratorium be granted in respect of 
dividend payable on the capital invested on the new lines during 
the period of construction and up to the end of fifth year of their 
opening for traffic, the deferred amount being paid from the sixth 
year onwards in addition to the current dividend out of the net 
inc|)me of the new lines. At the instance of the Comptroller & 
Auditor General the Railway Board have asked for clarification by 
thei Committee of the precise scope of the recommendation so as 
to indicate— 

(a) Whether the deferred dividend should be paid from the 

sixth year onwards irrespective of the availability of a 
surplus net income from the new lines, in the same 
way as the current dividend on these lines is now being 
paid without reference to' the net income from those 
lines; 

or 

(b) whether the deferred dividend should bo paid only if 

the net income of these new lines leaves a surplus 
after the payment of the current dividend, in which 
case there may be a possibility of the period of mora¬ 
torium being extended indefinitely depending on the 
remunerativeness of the lines. 

The Committee are of the view that the deferred dividend should^ 
he paid from the sixth year onivards only if the net income of the 
new lines leaves a surplus after the payment of the current \divi- 
dend. 

(ii) Revenue Reserve Fund — 

27. The Revenue Reserve Fund was credited with Rs. 2-08 lakhs 
in the accounts for 1955-56 in accordance with the r\iles of alloca¬ 
tion of expenditure in force during the war years. The Public 
Accounts Committee raised a doubt as to whether allocation of ex¬ 
penditure to Revenue Reserve Fund under the old rules was in 


14 



15 


order even after the Railway Convention Committee, 1949 had indi¬ 
cated the allocation of expenditure to and from this Fund (Vide para 
6 of 15th Report of the Public Accounts Committee 1958-59). They 
suggested that Government should place the matter before the next 
Convention Committee so that they could indicate the precise scope 
of their recommendation vis-a-vis works in progress on 1-4-50 from 
which date the 1949 Committee’s recommendation came into force. 
The Committee have examined this matter carefully. They find 
that in the past, as a rule, for the sake of convenience, changes in 
the rules of allocation have not been applied to works in progress. 
The Railway Board have also pointed out that, in the case under 
consideration the adjustments had originated prior to 1-4-46 and 
with the supplementary adjustments made after 1-4-50, the position 
of the Funds would be the same as if the expenditure thereon had 
been fully and correctly adjusted in the earlier years. The financial 
effect of the supplementary adjustment has also not been substan¬ 
tial and such cases will be rare. 

The Committee consider the explanation of the Railway Board 
as satisfactory. 

HUKAM SINGH, 

The 25th November, 1960. Chairman, 

Agrahayana 4, 1882 (Saka). Railway Convention Committee. 
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APPENDIX in 


Summary of the principal recommendations of the Railway Convention 
Committee, i 960 


S. No. Para of 
the Report 

Recommendations 

I 

2 

3 

I 

13 

In the opinion of the Committee the present mode of 
contribution viz. a fixed rate of dividend by the Railways 
to General Revenues does not call for any change in 
the next five years. 

2 

15 

The rate of dividend to be paid by the Railways to General 

■^g the five 

3 

it 

lies should 


17 The Committee accept the suggestion of the Railway 

Board that the Capital-at-charge of the North-East 
Frontier Railway, other than the clearly strategic por¬ 
tion thereof, should be regarded as unproductive and 
recommend that till such time as the line becomes 
productive or the next Convention Committee review 
the position, whichever is earlier, the rate of dividend 
payable on the Capital-at-charge should be at the average 
borrowing rate of Government. 

18 The total contribution to the Depreciation Reserve Fund 

should be Rs. 350 crores during the next quin¬ 
quennium. 


6 19 The Committee are inclined to accept the suggestion 

that the existing rules of allocation of Railway 
expenditure between Capital, Revenue, Depreciation 
Reserve Fund and Development Fund might be re¬ 
tained without any modification during the next five 
years. 

7 20 The Committee are averse to the curtailment or limiting 

of expenditure on works met out of the Development 


no 
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I 2 


Fund which in their opinion are as important as ad¬ 
ditions financed from Capital. They, therefore, see 
no alternative but to continue the facility of providmg 
temporary loans from General Revenues to finance 
the Railway Development Fund during the next five 
years, unless the net surplus is able to meet in full the 
requirements of the Fund. 

The Committee endorse the proposal ot the Financial 
Commissioner (Railways) that the outstanding liability 
of the Development Fund to the General Finance as 
on 31-3-1961 should be liquidated in the ad Itoc manner 
inaicated in the last sub-para of para ” of 
so that the Railways could start on the Ttod Plan period 
with a clean slate in regard to this liability. 

8 22 The Committee recommend that the 

ment Fund, besides meeting the cost of Laoour Welfare 
Works etc., should include a minimuni allocation 01 
Rs, 3 crores per annum for Users’ amenities as hither¬ 
to. 

Q 2^ The suggestion made by the Railway Bo^d that the 

V ^ fLseSer tax at the existing rate might be merg^^^ 

with passenger fare from 1st April, 1961 ^nd that 
the State Governments might be paid a fixed amount 
based on the average collections in the period j 957-61 
is reasonable. The Committee recommend that 
the fixed amount payable by the Railways may be 
Rs. 12-50 crores per year during the quinquennium 
1961-66 representing the average of the actual collec¬ 
tions for the years 1958-59 and 1959-60. 

10 24 While the Committee appreciate that the financial posi¬ 

tion of the Railways during the next quinquennium 
will not be favourable for the creation of an Amortisation 
Fund, they nevertheless feel that this question should 
not be lost sight of inasmuch as in the context of the 
repatriation of all the dollar loans, it will assume im¬ 
portance. 


26 With reference to the recommendation of the Railway 
Convention Committee, 1954 = contained in para 19 
of their Report, the Committee are of the view that the 
deferred dividend on new lines should be paid from the 
sixth year onwards only if the net income of the new 
lines leaves a surplus after payment of the current 
dividend. 









